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Senate Resolution 285, which the majority of this committee has 
approved, would kill the President’s Reorganization Plan No. 1 of 
1952. We the undersigned urge the Members of the Senate to reject 
this resolution. We are proud to be joined with our committee 
colleagues, Senators O’Conor, Smith (Maine), and Underwood in 
opposing the resolution. 


I. Tue Pitan SUMMARIZED 


The reorganization plan is intended to take politics out of tax 
collection and to streamline and modernize tax administration and 
enforcement. 

A. WHAT THE PLAN WILL DO 


1. Eliminate political patronage 

The most important provision of the plan will abolish the collectors 
of internal revenue and all other Bureau of Internal Revenue offices 
filled by political appointment, except that of Commissioner. It will 
replace these political appointees with employees chosen under the 
civil-service merit system. 


2. Establish good management 


The plan also modernizes the Bureau of Internal Revenue in 
accordance with the principles of the Hoover Commission and 
established good-management procedures. It creates not more than 
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25 district commissioners, each of whom will have supervision over 
2 or more of the present collection districts. It establishes a new 
office of Assistant General Counsel in the Treasury Department. 


3. Strengthen inspection service 

Finally, the plan provides for an effective inspection service to 
check on the performance and conduct of all Bureau employees. 
This inspection service is fully independent of the operating services. 
It is under the supervision and direction of an Assistant Commissioner 
on a level with the existing two Assistant Commissioners in charge 
of operations and technical matters. 


B. HOW THE PLAN WILL BE CARRIED OUT 


Since the plan deals only with offices and not with functions, the 
Secretary of the Treasury and the Commissioner of Internal Reve nue 
have informed the Congress of additional administrative reorgani- 
zation objectives which they will be in a position to obtain after the 
ren oes into effect. 

 Sreete district commissioners will be appointed under the 
Baa cts merit plan to carry out the duties now performed by 
collectors and to administer the duties now being performed in 200 
field offices at the local level. There will be at least 1 deputy district 
commissioner in each State and a total of at least 64 and no more than 
70 in the Nation, each of whom will be responsible to one of the 25 
district commissioners provided for in plan No. 1 

2. The 25 district commissioners in the Nation will report to the 
Commissioner of Internal Revenue through an Assistant Commis- 
sioner for Operations in Washington. 

3. There will be a second Assistant Commissioner in W ashington 
whose office will issue and interpret rulings and other technical matters 
which must be coordinated at the national level. 

4. The third Assistant Commissioner in Washington will be the 
Inspection Commissioner. He will be the eves and ears of the Com- 
missioner through whom operations and personnel are brought under 
continuous scrutiny to insure integrity of performance and efficiency. 


C. WHAT THE PLAN WILL ACHIEVE 


The plan is designed to achieve six major objectives: 
1. Protection against privilege and corruption 

It will provide protection against privilege and corruption by 
freeing the tax-collecting function from the burden of local political 


obligation and putting it into the hands of nonpolitical career employ- 
ees selected under the merit system. 
2. Administrative streamlining 

It will give the Bureau of Internal Revenue an organization with 
clear lines of authority from top to bottom, pin-pointed responsibility, 
and an independent day-to-day check on employee conduct and per- 


formance, an organization which will not only promote the highest 
integrity but the highest efficiency as well. 
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3. Economy in operation 

The plan will definitely result in operating economies brought 
about through the centralization in the district commissioners’ 
offices of large-scale processing and file operations, savings in travel 
and per diem costs from consolidation of audit forces, increased 
production through combining like functions, savings from closer 
coordination of workers at the local level, and closer supervision of all 
work and employees. 


4. Improve services to taxpayers 

It will improve the services to the taxpayer substantially at no 
increased expense by providing a single responsible office to which he 
may go to transact his tax business, and by assuring that only one 
group of auditors rather than three or four may examine his affairs 
during the year. 
5. Improve inspection service 

It will provide an efficient inspection service, functioning directly 
under the Commissioner and completely independent of the rest of 
the Bureau at every level. This will correct a major defect of the old 
inspection service which functioned separately in each major division 
and was responsible separately to each division head. 
6. Public confidence 

It will foster public confidence in our voluntary-assessment tax- 
collection system by providing the system with the improved organ- 
ization staffed by career civil servants of unquestioned integrity and 
technical skill. 

D. DISCUSSION 


The plan was drawn up after years of study of the problem. Every 
feature of it was explained in painstaking detail to the committee. 
The Secretary of the Treasury, the Commissioner of Internal Revenue, 
and other Treasury officials answered all our questions fully with 
patience and frankness. The reservations expressed by witnesses 
before the committee were fully explored. Not a shred of evidence 
remains that the plan is anything but a long step forward in the 
improvement of tax administration. 

The most important feature of the plan is to abolish the politically 
appointive position of collector of internal revenue. This is a bitter 
pill to swallow for those who have controlled these appointments for 
decades or may dream of controlling them in the future. The ma- 
jority has listed numerous objectives to the plan, but these are only 
window dressing. Their main objection is that political control over 
the appointments of collectors of internal revenue would be lost if the 
reorganization plan were approved. 

The issue is therefore clear. A vote to kill the reorganization plan 
is a vote to protect political patronage. A vote for the plan is a vote 
for reform, progress, and good government. 
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II. THe Neep ror Rerorm 


Our tax system is of vital importance to the economic and political 
stability of this country. The defense program to which we are 
committed will take over one-fifth of our national output. We have 
assumed the largest tax burdens in our history to pay for this defense 
program. Without efficient and honest tax administration, the tax 
system cannot do its job. Deterioration of taxpayer morale is inevi- 
table when tax administration is ineffective and unfair, or suspected 
of political favoritism. Experience in other countries provides ample 
proof that poor administration can wreck the tax-collection system. 
Under the circumstances, we are duty bound to provide the basis for 
the reform of tax administration when it is so clearly needed. 


A. TAX COLLECTION IS A BIG BUSINESS 


There is no question that this reform is needed now. 

Tax collection in the United States is the biggest business in the 
world. This year, receipts are estimated at $63 billion; next year they 
are expected to exceed $70 billion. The number of annual returns 
filed is in the neighborhood of 82 million. 

To administer a tax system of this size, we need a modern, efficient, 
and dependable organization to run it. The Bureau of Internal Rev- 
enue is operating in a framework which has been long outmoded. It 
has grown piecemeal as new responsibilities have arisen, but the result 
is a hodgepodge framework of fantastic complexity. The officials of 
the Bureau acknowledge that they now operate under these grave 
handicaps. Their suggestions which are embodied in the proposed 
reorganization plan reflect mature judgment and study. If we permit 
them to proceed, it will not be long before the Bureau of Internal 
Revenue will become a modern, streamlined, and efficient organization. 
If we do not, we will be forcing them to do a twentieth century job 
with a nineteenth century organization. 


B. THE AMERICAN PUBLIC WANTS REFORM 


The millions of American taxpayers who are filling out their income- 
tax returns this week were shocked by the recent disclosures of 
corruption in our tax administration. We cannot expect them to con- 
tinue to tolerate political influence, inefficiency, duplication, and 
dishonesty. They demanded and got prompt action to weed out and 
prosecute the guilty ones. In the past year, seven collectors of internal 
revenue have been separated from Government services, all of them 
political appointees. But the taxpayer wants more than a few separa- 
tions and indictments. He wants a complete overhauling of the 
Bureau of Internal Revenue. He wants the assurance that politics 
will be completely removed from tax collection. He wants an ad- 
ministrative structure in which dishonesty and corruption cannot 
thrive. He wants to know that the Bureau of Internal Revenue has 
been reorganized so that whatever political party may be in power, our 
recent experience will not be repeated. He wants a discredited system 
changed and a real merit system adopted. 

We cannot give the people that assurance unless we act promptly. 
Oratory on the subject of other people’s moral lapses is not enough. 
They want firm and forthright action to eliminate all forms of 







































6 REORGANIZATION PLAN NO. 1 OF 1952 


corruption—action which spares neither the tempter nor the tempted. 
They want action which regards neither the tender historic preroga- 
tives of the executive nor of the legislative, but which proceeds with 
surgical precision and effectiveness. 

’ Reorganization Plan No. 1 is an instrument which will operate 
with such effectiveness. There is evidence of overwhelming support 
among the millions of taxpayers who want to know that their Federal 
tax-collecting agency is provided with the best possible organization 
and management. The American people have demonstrated their 
support in many ways. Members of the Congress have received 
scores of letters, telegrams, and messages of all kinds expressing their 
humble appeal. While we all realize the difficulty of measuring 
accuratély popular support for measures such as Reorganization 
Plan No. 1, we do have available the evidence in a Gallup poll of 
January 22. That poll asked the following questions with the follow- 
ing responses: 

Have you heard or read anything of the stories of corruption in the Bureau 
of Internal Revenue of the United States Government? 


Percent 
Oe oe SP a a ee Se ee a eee le Ca a 82 
a dat ca Se sme <> eR Dra OOP RE Te 13 LSE 18 


Those who replied ‘‘Yes’’ were then asked: 

It has been suggested that all United States tax collectors should be selected 
by civil-service examination instead of being appointed by the leaders of the 
political party in power as at present. Do you favor or oppose this suggestion? 


Percent 
I es rn ap tak See ternars weno Ais De es lene e ie Reh cAaee, ee 
Oppose_. Paes GO tees Sa eas. FU oak 5 
No opinion. - ~ pan 2 eee Aids keke eee sie ane 8 


Total who have heard of tax scandals, 82 percent. 

This poll indicates that 8 out of every 10 American citizens who 
have heard stories of tax corruption in the Bureau of Internal Revenue 
favor putting the collectors under the civil service, as is provided in 
Reorganization Plan No. 1. On the basis of this and other evidence 
we know that the eyes of millions of taxpayers will be upon the 
Senate as it votes on this measure. 


IIT. ReorGanizaTion Pitan No. 1 Provipes a Firm Basis ror 
REFORM 


Reorganization Plan No. 1 will provide the basis for a comprehensive 
reorganization of the Bureau of Internal Revenue, designed to assure 
sound internal management, improved procedures, and better service 
to the public. 

This comprehensive reorganization has been made necessary by the 
tremendous growth of the work of the Bureau over the past dozen 
years. During this period the volume of tax collections increased 
tenfold, as did the number of taxpayers. During this same period 
the number of emplovees of the Bureau only doubled. The internal 
organization of the Bureau has remained substantially unchanged 
for 30 years. 

Since World War II ended, considerable attention has been given 
to the problems of internal revenue administration. Studies have 
been undertaken by congressional, executive, and nongovernmental 
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groups. Many improvements, mostly procedural, have been effected 
as a result of these studies. 

What is needed now is a basic overhauling in the structure of the 
Bureau. Reorganization Plan No. 1 provides for sucha. basic over- 
hauling. There are two important features to this plan: (1) It 
abolishes the office of collector of internal revenue. This step requires 
legislative approval. If it is approved, it would permit (2) consolida- 
tion of field activities and establishment of clear lines of control in 
the Bureau of Internal Revenue. 


A. ELIMINATION OF COLLECTORS OF INTERNAL REVENUE 


Reorganization Plan No. 1 makes possible the reorganization of the 
Bureau of Internal Revenue by two simple and easy-to-understand 
steps: (1) It abolishes the offices of politically appointed officials, and 
(2) it authorizes a framework of civil-service offices to take their place; 
1. Internal revenue requires technical competence 

There are very important reasons why these steps are necessary 
before a thorough and comprehensive administrative reorganization of 
the Bureau of Internal Revenue can take place. The necessary 
consolidation of the Bureau’s field forces is prevented by the continua- 
tion of the collector’s office as an island of political appointment. 
Obviously it would be unwise to consolidate some 200 field activities 
into these political offices. Moreover, the duties of a modern collector 
require a technical competence that can best be assured through the 
merit system of civil service appointment. The collector’s position is 
not a policy-making position, and it is neither necessary nor appro- 
priate that it be filled by political appointment. Finally, the revenue 
collecting job is so important, and the need for full public confidence is 
so great, that all revenue officials must be free of the burden of local 
political obligations. 

2. Internal Revenue should be divoreed from political influence 

In light of events of the past year, and disclosures of congressional 
committees, there can be no quarrel with the objective of divorcing 
internal revenue officers from political obligations and influences. 
Chairman Ramspeck of the Civil Service Commission has made that 
plain. He says that a civil service employee’s allegiance is to all the 
people, while a collector of internal revenue, holding a patronage job, 
must give first allegiance to the people who got him the job: 


* * * no qualifications test has been given to any collector of internal 
revenue who is appointed under the present system. It is true that there are some 
of them who came up through the ranks and who do know something about the 
tax collection system, but, most of the collectors, because of the system, not that 
they are not good men—many of them, most of them, I would say are—but 
because of the system they do feel their job is to play politics and they do not feel 
their job is to be an efficient tax-collector. And, thev do play politics. 

It is the system I am against, not the individuals. I think this Government has 
gotten to be so big, so complex, and it so affects the lives and fortunes of the people 
of this country, that we cannot run an effective Government through the patronage 
system. I think all positions in the Government except a few policy-making jobs, 
ought to be under the civil-service system. 
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The same point was made on March 9, 1948, by a subcommittee of 
the Appropriations Committee of the House of Representatives. 
House Report 1532, Eightieth Congress, second session, stated: 

The most serious defect in the orgarization and operations of the Bureau is the 
fact that the men who are charged with the actual collection of revenue are political 
appointees. The Commissioner, who administers the entire Bureau, does not have 
effective control over the collectors throughout the country. Whether the col- 
lectors of internal revenue actively attend to the affairs of their offices or merely 
bask in their own patronage appears to be largely a matter of their own volition. 

The report on the Treasury Department by the Hoover Commission 
on Organization of the Executive Branch of the Government stated: 

One of the chief handicaps to effective organization of the Department is the 
political appointment of collectors of internal revenue and of customs, and certain 
other officials. These appointments are regarded by some as sinecures. In any 
event, they form a bar to orderly development of an experience staff. 

The Honorable Cecil King, chairman of the Ways and Means Sub- 
committee investigating the Bureau of Internal Revenue, has testified 
forcefully in favor of plan No. 1. We particularly commend to the 
attention of the Senate the following concluding remarks which 
Congressman King made recently at San Francisco hearings of the 
subcommittee: 

Finally, we come to the matter of preventing the recurrence of situations such 
as arose in San Francisco. There is nothing unique about what happened here. 
We have found fundamentally the same thing from Boston to New York to Brook- 
lvn to St. Louis to San Francisco. Everywhere the pattern has been the same. 
Political appointments to jobs requiring technical competence and high admin- 
istrative ability simply will not work. Any taxing system, and particularly one 
such as we have now, where the burdens are heavy, creates constant temptations 
to corruption. The methods necessary to deal with this ever present problem 
will not be aided or facilitated by imposing on top of it a major problem of divided 
loyalties. The President has proposed a reorganization plan which would elim- 
inate political appointments in the field service and lay the ground work for 
fundamental reforms which would discourage recurrences of the San Francisco 
type of situation. The President’s reorganization plan is not a panacea. It is an 
essential step toward restoring a justified public faith in our taxing system. It 
represents one of the constructive results of this committee’s long investigation. 
Its defeat would be a blow to the reforms that we are urging. 

These are only a few of the authorities who have endorsed the 
elimination of a political patronage system from the Bureau of Internal 
Revenue. Others are cited in the appendix. We agree with these 
authorities. We believe that the collection of taxes is a ministerial 
function, involving no national policy judgments, which can and 
should be isolated from polities. 


B. CONSOLIDATION OF FIELD ACTIVITIES 


As already indicated, Reorganization Plan No. 1 of 1952 removes 
the barriers which now stand in the way of a comprehensive reorgani- 
zation of the Bureau of Internal Revenue by the Secretary of the 
Treasury. The Secretary of the Treasury and the Commissioner of 
Internal Revenue have explained to the committee in great detail 
how the Bureau will be reorganized if Reorganization Plan No. 1 
becomes effective. 


1. Present organizational pattern is sprawling 


In Washington the headquarters office is now headed by a Com- 
missioner with two Assistant Commissioners, as well as five Deputy 
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Commissioners and a Special Deputy Commissioner. The result is 
a Bureau headquarters in Washington which is a multiheaded organiza- 
tion with independent divisions under Deputy Commissioners. In the 
field, the organization consists of loosely Connected and sprawling 
offices with nearly 200 headquarters offices reporting to Washington. 
The pattern for the present field organization is provided by the 64 
collector’ offices. 

Reorganizd on basis of function 

In contract with the present sprawling organization, the plan pro- 
vides for a streamlined organization with straight lines of authority 
under which responsibility can be pinpointed in accordance with the 
principles of the Hoover Commission. The Bureau would continue 
to be headed by the Commissioner of Internal Revenue, but it would 
be reorganized on the basis of function rather than on the patchwork 
present basis resulting from adding units as Congress has added to 
or amended the various tax laws. The three principal functions of 
the Revenue Bureau are technical work, operations, and inspection. 
Each of these three functions would be the responsibility of an Assist- 
ant Commissioner under the new plan or reorganization. 

(a) Field organization—district commissioners.—F¥ or the field organi- 
zation, the plan provides for not more than 25 district commissioners, 
each of whom would have supervision over two or more of the present 
collection districts. The purpose of this office in the framework set 
up by the plan is twofold. First, it will provide a means for coordi- 
nating certain activities of the revenue service which are now per- 
formed on a regional basis. It will reduce to 25 the number of field 
offices reporting directly to Washington and will provide a central 
headquarters for each of the various regional activities now nua on 
inde pendently of each other. In the second place, the district com- 
missioner’s office will prov ide the facilities for large-scale processing 
and file operations which cannot be done economically on a smaller 
scale in the office which is at the head of each collection district. 

(b) Field organization—State and local—deputy district commis- 
sioners.—Officials to be known as deputy district commissioners would 
succeed to the duties presently performed by collectors. There will 
be 64 or more deputy district commissioners, each of them having 
supervision over a collection district. There will be a deputy district 
commissioner in each State—and more than one in the more populous 
States—whose office will perform not only the duties presently per- 
formed by collectors but also the duties of many other field offices at 
the local level. The great bulk of tax administration in the taxpayer’s 
local community will be under one man and eventually under one roof. 

Deputy district commissioners will be responsible to the district 
commissioners previously described. Each of the district commis- 
sioners will have at least two deputy district commissioners under 
him. The boundaries of the regions to be supervised will be deter- 
mined on the basis of equality of workload and accessibility. 

The district commissioners will report to the Commissioner of In- 
ternal Revenue through the Assistant Commissioner for operations 
in Washington. 

A chart showing the proposed organization of the Bureau of Internal 
Revenue is set forth in the appendix. 
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The consolidation of field function which the plan envisages would 

ut the responsibility for local internal revenue operations under the 
ocal deputy district commissioner. As shown by the chart this 
officer would take over nfdst of the functions now performed by col- 
lectors, revenue agents, and special agents. The Bureau would 
operate at the ne level as an integrated organization which would 
provide most of the services needed by the taxpayer. Now, these 
services are performed by completely separate, independent organiza- 
tional units each serving the same area, and each responsible initially 
to different officials in the Bureau headquar ters in Washington. 

From the deputy district commissioner the line of authority would 
go straight to the district commissioner, the principal field supervisory 
official. 

The line of authority from the district commissioners would go 
straight to Washington to the Assistant Commissioner for Operations 
and through him to the Commissioner. 

Thus under the plan there would be a clear line of command from 
the top to the bottom and a return line of responsibility and account- 
ability from the bottom to the top. 


8. Reorganization will aid taxpayers 

The Bureau of Internal Revenue is one of the few agencies of the 
Government with which most citizens have occasion to do frequent 
business. It is extremely important to our voluntary tax-collection 
system that these contacts be kept at a minimum so that they will not 
be unduly burdensome to the taxpayer. The contemplated consolida- 
tion of auditing functions is one very concrete way in which the pro- 
posed reorganization will help to achieve this goal. At present a small 
department store, for instance, has to put its accounting department 
at the disposition of a series of internal revenue auditors. The first 
auditor may check income tax returns for several weeks. When he 
finishes another auditor may turn up to inspect excise tax returns. 
When he leaves a third auditor may ask to see the withholding tax 
records. A final visit may come from a fourth auditor to check social- 
security returns. Under this system there is an obvious nuisance to 
the department store owner. Under the proposed reorganization, a 
single group of auditors under the direction of the deputy district 
commissioner will do the whole audit job for all taxes at once. 


4. Summary of reorganization benefits. 

This is merely illustrative of the administrative benefits which the 
plan will permit. New consolidation of offices will mean increased 
mechanization. They will also mean a saving in rent, and greater 
convenience for taxpayers who can do more of their tax business in a 
single place. No critic of the plan has seriously questioned these and 
other advantages. 

In summary, we believe the reorganization plan should be adopted 
for the following reasons: 

First, it will provide protection against privilege and corruption by 
freeing the tax collecting function from the burden of local political 
obligation and putting it ‘into the hands of career civil servants selected 
under the merit system. 

Second, it will give the Bureau of Internal Revenue an organization 
with clear lines of authority from top to bottom, pinpointed responsi- 





REORGANIZATION PLAN NO, 1 OF 1952 ll 


bility, and an independent day-to-day check on employee conduct and 
performance, an organization which will not only promote the highest 
efficiency but also the highest integrity. 

Third, it will definitely result in operating economies brought about 
through the centralization in the district commissioners’ offices of 
large-scale processing and file operations, savings in travel and per 
diem costs from consolidation of audit forces, mcreased production 
through combining like functions, savings from closer coordination of 
workers at the local level and closer supervision of all work and em- 
ployees. 

Fourth, it will make service to the taxpayer substantially better at 
no increased expense by providing a single responsible office to which 
he may go to transact his tax business, and by assuring that only one 
group of auditors rather than possibly three or four may examine his 
affairs during the year. 

Fifth, it will foster public confidence in our voluntary assessment 
tax collection system by providing the system with the finest possible 
organization staffed by career civil servants of unquestioned integrity 
and technical skill. 


C. McCLELLAN BILL, 8S. 2747 IS NOT AN ADEQUATE OR ACCEPTABLE 
SUBSTITUTE FOR PLAN NO. 1 


The able chairman of the committee does not agree with these objec- 
tives. He joined the issue squarely when he introduced S. 2747 on 
February 27, 1952. This bill, in the nature of a “‘substitute’’ for 
Reorganization Plan No. 1, is in fact no substitute at all. S. 2747 
contains language almost identical to the language of Reorganization 
Plan No.1. It is clear, therefore, that the sponsors of the bill support 
the structural reorganization proposed for the Bureau of Internal 
Revenue. However, the bill differs from the reorganization plan in 
one fundamental respect— it would retain and even extend the political 
patronage system. 

Under plan No. 1, all revenue cffices below the Commissioner would 
be brought under the civil-service merit system. Under 3. 2747, all 
of these offices—99 of them—would require Presidential appointment 
and Senate confirmation, 31 more patronage offices than is the case at 
the present time. In doing so, the bill brings into sharp focus exactly 
the issue involved in the action the Senate must take on plan No. 
The bill is thus in this regard directly contrary to the recommendations 
of the Hoover Commission, 

There is only one other respect in which 8. 2747 differs from plan 
No. 1. It carries a provision which seeks to protect certain legal 
rights and remedies of taxpayers. Actually, the Reorganization 
Pian No. 1 does not impair these rights in any way. The President, 
the Treasury Department, and the Department of Justice have all 
stated that existing rights and pameie of taxpayers would not be 
impaired by approval of plan No. 1. Since the Treasury and Justice 
Department officials have vescranaitiiteles for the tax-litigation policy 
in suits brougbt for recovery of taxes wrongfully collec ted, they would 
surely be stopped from objecting to a jury trial of any issue in which 
it is now available. If more assurance is desired, it can be provided 
by separate legislation. While such legislation actually would add 
nothing of substance to existing law, it would be entirely unobjec- 
tionable. : 
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LV. Opsections TO THE REORGANIZATION PLAN ANALYZED 
AND ANSWERED 


No plan of reorganization for a bureau as large and as important as 
the Bureau of Internal Revenue can be perfect, and we do not claim 
that Reorganization Plan No. 1 is perfect. It is surprising, nonethe- 
less, that opponents of the plan have been able to marshal such a 
large number of objections to it. As we have already indicated, every 
one of these objections was thoroughly explored by the committee 
and we find that none of them is valid. So far as we can ascertain, 
the following major objections were brought to the attention of the 
committee. 


A. ANSWERS TO DIRECT ARGUMENTS AGAINST THE PLAN 


1. Preservation of suits against collectors 

Perhaps the most important question raised in connection with the 
proposed reorganization plan is that it might infringe on some of the 
rights of taxpayers. In particular, opponents of the plan question 
whether the right of taxpayers to maintain suit against collectors, 
with right to trial by jury, will survive. 

We have been assured by the President, the ‘Treasury Department, 
and the Department of Justice that plan No. 1 will not impair existing 
rights and remedies of taxpayers. Opinions of the Attorney General 
and of the General Counsel for the Treasury Department make it clear 
that the reorganization plan will not eliminate any of the existing 
forms of court action for recovery of erroneous tax payments, including 
the right to trial by jury. These opinions, together with a letter from 
the Secretary of the Treasury on the subject, are printed in the ap- 
pendix. It is important to note that the Attorney General has charge 
of the defense of all these suits. The opinion of his Department is 
conclusive as to whether technical objections would be raised by the 
Government against jury trial in a tax suit. 

In passing, it may be noted that suits against collectors involving 
jury trial are not the normal or usual method by which taxpayers 
seek to obtain a court determination of tax liability. The usual 
route in income-tax cases is through appeal to the Tax Court—which 
is an avenue open even before payment of tax. Where the taxpayer 
does not choose to go before the Tax Court, a suit against the United 
States in the district court or the Court of Claims is the usual pro- 
cedure. Only rarely in a suit against a collector is there actually a 
trial by jury. As a matter of fact, in the last two fiscal years there 
were not more than 22 of such cases per year out of several thousand 
tax cases in the courts. If Congress wishes to enlarge the right of 
jury trial in suits for refund, it may do so by appropriate legislation. 
This is entirely outside of the scope of the reorganization plan; the 
important point now is that this plan preserves the existing rights of 
oe in suits for refund. 


2. Conformity with Hoover Commission recommendations 
Witnesses before the committee have argued that Reorganization 
Plan No. 1 is not in accord with the fundamental recommendations 
contained in the reports of the Hoover Commission on Organization 
of the Executive Branch of the Government. This is simply not true. 
The basis of plan No. 1, placing the officers who collect taxes under 
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civil service, follows a specific recommendation of the Hoover Com- 
mission. In addition, the administrative plans described by the 
Secretary of the Treasury and the Commissioner of Internal Revenue 
follow the general reorganization proposals of the Commission. — For 
example, they propose to follow the Commission’s views on functional 
organization, decentralization, establishment of clear lines of au- 
thority, and reduction in the number of units reporting directly to 
headquarters. 

Three well-qualified persons have confirmed the fact that the plan 
accords with the most important recommendations of the Hoover 
Commission. Mr. Robert L. McCormick, director of research of the 
Citizens Committee for the Hoover Report, testified to that effect 
before the House Committee on Expenditures. The Honorable 
Arthur Fleming, a member of the Hoover Commission, and a former 
Chairman of the Civil Service Commission, did so before this com- 
mittee. And the Honorable Herbert Hoover said the same thing in 
a letter to the chairman of the Subcommittee on Administration of the 
Internal Revenue Laws of the House Ways and Means Committee. 

By removing the collectors of internal revenue from political 
patronage, the plan directly eliminates what the Hoover Commission 
four’ to be a major defect in the organ'vation of the Brreau of 
Interaal Revenue. In its report on the Treasury Department, the 
Commission stated on page 17: 

One of the chief handicaps to effective organization of the Department is the 


political appointment of collectors of internal revenue and of customs, and 
certain other officials. 


It went on to say that: 


All officials in the Department [Treasury] below the rank of Assistant Secretary 
should preferably be appointed from the career service without Senate con- 
firmation. 


Consistency of plan No. 1 with the Hoover recommendations is 
stated in an analysis of the plan prepared by the Citizens Committee 
for the Hoover Report. This analysis states 


Specifically: the new districting is consistent with the Commission’s Report o1 
General Management of the Executive Branch and the Task Force Report on 
Federal Field Services; the increase in pay for top career executives follows closely 
the Commission’s Report on Personnel Management; and the removal of the 64 
collectors from politics is taken from the Commission’s Keport on ‘Treasury 
Department. 


We cite the testimony of Hon. Arthur Fleming on this question. 
In opening his remarks to this committee, Mr. Fleming stated: 


As a person who served with the chairman as a member of the Hoover Com- 
mission, I am very happy to have this opportunity of appearing in support of 
Reorganization Plan No. 1 of 1952. 

I am happy to do this, because it seems to me that ‘his plan carries out the most 
important recommendation of the Hoover Commission and, also, because it will help 
to provide the Government with a more effective career civil service. 

I am happy to do so, also, beeause the adoption of the plan would enable the 
Government to apply sound principles of management to the operation of one of 
our most important bureaus. 


This unequivocal statement should leave no doubt in anybody’s 


mind about the conformity of the reorganization plan to the Hoover 
Commission recommendations. 
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3. Authority and responsibility of Secretary of the Treasury for over-all 
tax administration would not be changed 

Some of the opponents to the reorganization plan argued that it 
would lead to undue and unwise centralization of power in the Secre- 
tary of the Treasury. However, the plan does not provide for any 
greater authority in the Secretary of the Treasury or in the Commis- 
sioner of Internal Revenue over the function of collecting the revenue. 
The plan merely abolishes certain statutory offices within the Bureau 
of Internal Revenue and substitutes other offices for those positions. 
The plan does not change the relationship between the Commissioner 
of Internal Revenue and the Secretary, which was established a year 
and a half ago with the consent of the Congress, under Reorganization 
Plan No. 26 of 1950. Reorganization Plan No. 1 of 1952 leaves that 
basic relationship alone. 

All powers, duties, and functions vested in officials of the Bureau of 
Internal Revenue were lodged in the Secretary of the Treasury by 
Reorganization Plan No. 26, with the full approval of the Congress. 
This was in line with the Hoover Commission recommendation that the 
head of a department should be given the power to run his own department. 
Reorganization Plan No. 1 of 1952 in no way changes the relationship 
of the Secretary to the Commissioner, except, to make consistent with 
plan 26 of 1950, four minor statutory provisions which inadvertently 
placed functions in Bureau of Internal Revenue officials. 

Establishment of clear lines of authority from the top to the bottom 
within the revenue service should not be confused with centralization 
of power. The plan is in full accord with the progress made in recent 
years toward management improvement in the Government, particu- 
larly by providing the head of the agency the authority and a straight 
line of command so that his agency may be properly administered. 

In practice, the plan would actually decentralize rather than central- 
ize administration of the tax laws. As we have already indicated, 
functions which are now supervised directly from headquarters in 
Washington will be turned over to the personnel in the field. This 
decentralization will make it possible for the taxpayer to get better 
service and to do most of his tax business in one place. 

4. Fair treatment for taxpayers assured 

Some people have questioned the wisdom of consolidating the audit- 
ing and collection functions in the same office. They believe that tax- 
payers may not get fair treatment in this way, because they allege 
that the same person may collect his tax and also audit his return. 

This objection reflects a misunderstanding of how the present tax 
system works and of how the reorganization plan would work. Under 
the present system, the same man does not audit a return and also 
collect the tax owing on it. This will continue to be true under the 
plan. 

Collection of tax cannot be made until there is a lawful assessment; 
and an assessment is not made until after the taxpayer has either 
agreed with the auditor’s determination or has taken all the appeal 
steps available to him. The opportunity to appeal is provided within 
the Bureau—with an appeal to higher authority—-and there is also 
the opportunity to appeal to the courts. This is the system today, 
and it will be continued under the plan. 
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The major change affecting audit is that the plan would consolidate 
the audit functions now performed by separate offices—principally 
the agent’s office and the saibenaata offices. (Incidentally, more than 
80 percent of the income-tax returns audited today are audited by the 
collector’s offices.) Thus, the reorganization plan will preserve the 
procedures which protect taxpayers today. At the same time it will 
provide an audit system which will be more efficient and better directed 
for service to taxpayers 


5. Transfer of duties from collectors 10 deputy district commissioners safe- 
guards procedures 

It was also argued before the committee that abolition of the statu- 
tory office of collector will result in confusion with respect to a number 
of the provisions of the Internal Revenue Code. This claim was basep 
on the fact that a number of the provisions of the Internal Revenue 
Code specifically refer to the collector. According to this view, the 
uncertainty arises because the plan does not create a new office to 
assume its functions. 

This legal argument has no merit. Of course, the statutes now con- 
tain references to ‘‘collectors,”” but as a practical matter taxpayers file 
their returns and pay their taxes on the basis of the simple instructions 
which are issued for their benefit and implement the statute. Over 17 
million taxpayers today merely send in their tax returns (Form 1040A) 
with their withholding statement and have the tax officials compute 
their taxes and send them the bill. Only those taxpayers whose re- 
turns are questioned or audited—and these constitute a minority of all 
taxpayers—ever have any business to transact directly with an official 
of the Bureau of Internal Revenue. 

As to those taxpayers who have occasion to come into closer contact 
with the revenue officials, there also need be no confusion. The re- 
organization plan only abolishes the office of collector. The basic 
statutory provisions for collecting the revenues will still be in effect. 
The Reorganization Act of 1949 ‘expressly provides this. The whole 
matter of the effect of a reorganization plan on powers and duties under 
the statute was considered and dealt with in the Reorganization Act of 
1949. In this respect, this plan is no different from the many other 
reorganization plans which have been approved by the Congress. 
There will be a clear-cut transfer of authority. The functions will be 
performed by the official to whom the function is transferred pursuant 
to the plan. Due notice will be given through regulations issued by 
the Treasury Department. As a matter of fact, many of the functions 
referred to in the Internal Revenue Code as functions of the collector, 
are not now performed by the collector but are performed by other 
officials pursuant to previous reorganizations. Moreover, all fune- 
tions which are performed by collectors today are performed by them 
under a delegation of authority from the Secretary of the Treasury 
pursuant to Reorganization Plan No. 26, approved by the Congress in 
1950. Thus there is nothing new or unusual—or confusing—about 
Reorganization Plan No. 1 of 1952. 


6. Guarantees that the improvements will be carried out 


One of the most surprising objections raised against the plan is that 
it contains no guarantees that the proposed administrative i improve- 
ments will actually be carried out. We say that this is surprising 
because the Secretary of the Treasury and the Commissioner of 
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Internal Revenue outlined in detail to the committee the specific 
improvements they intend to institute following the enactment of 
Reorganization Plan No. 1. The reorganization has been blueprinted 
and documented for the committee. 

This plan has been presented in full accord with the spirit and pur- 
ose of the Reorganization Act of 1949. Under that act, Congress, 
y approving a Presidential reorganization plan, gives its consent to 

the general outlines of a proposed reorganization and leaves to the 
appropriate executive-branch officials the duty of carrying it out in 
detail. In reporting out that act to the Senate in 1949, this com- 
mittee stated that the utilization of the reorganization-plan method 
under prior legislation “had clearly established its advantages and 
effectiveness over normal legislative processes in the expedition of 
action on reorganizations within the executive branch.” (Rept. 
No. 232, 81st Cong., 1st sess.) 

The Secretary and the Commissioner have fully committed them- 
selves to institute these improvements as promptly as possible without 
interfering with the orderly collection of the revenue. The plan 
itself requires that the abolition of present collectors’ offices must be 
achieved no later than December 1, 1952. If the reorganization plan 
is not adopted, the Congress still retains full rights to question the 
officials of the Treasury and to require the prompt enactment of the 
changes by legislation, if necessary. 


. Residence of the chief revenue officer in a State 


C oncern was expressed that the Bureau of Internal Revenue might 
send an “outsider” into a State as the chief revenue officer for that 
State. However, the Chairman of the Civil Service Commission and 
the Secretary of the Treasury have both given assurances on this 
score. Civil-service examinations for the positions of district com- 
missioner and deputy district commissioner under the reorganization 
plan will be held on a regional basis. The top revenue officials who 
may be selected through competitive civil-service examinations for 
these positions will be selected from the areas in which they will have 
their offic eS, 

The Secretary and the Commissioner of Internal Revenue will have 
the authority to promote or to transfer these officials to other positions 
of responsibility. It is not contemplated that there will be con- 
tinuous movement of such officials throughout the country, but the 
authority of the Secretary and. the Commissioner in this regard i 
very important as an instrument for proper discipline and supervision 
of the revenue forces. Heads of all agencies of the executive branch 
have the same authority with respect to their civil-service employees. 
It is used most effectively by the head of the Federal Bureau of 
Investigation. The samé authority and same policy exist today with 
respect to the heads of all the Bureau’s field offices except that of the 
collector. 

8. Further study—delay means failure 

Perhaps the most unjustified criticism of the reorganization plan is 
that it was drawn up in haste and that further study of the problem 
is needed. 

As a matter of fact, the reorganization of the Bureau of Internal 
Revenue along the lines of this plan has been under study by the 
Department, by interested congressional groups and by others for 
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more than 5 years. The Treasury Department has had staff studies 
of its organization under way since 1946. It has taken all the neces- 
sary preliminary steps for modernizing its procedures which can be 
taken under the present organizational structure. 

During this same period other groups which have studied and made 
recommendations with respect to the organization of the Bureau of 
Internal Revenue include the following: 

(a) Investigative staff of the House Committee on Appropria- 
tions (report dated February 3, 1948). 

(6) Advisory group to the Joint Committee on Internal 
Revenue Taxation (report released April 23, 1948). 

(c) Hoover Commission (various reports released January 
through March 1949). 

(d) Management engineering firm (Cresap, McCormick and 
Paget) employed under the authority of the Congress (report 
dated August 15, 1949). 

The recommendations contained in these reports with respect to 
matters which do not necessitate the approval of the Congress have 
been acted on within the Treasury Department. Reorganization 
Plan No. 1 incorporates the basic recommendations which it is 
believed should have the approval of the Congress. An indication of 
the fact that the plan is well conceived is the fact that it has received 
the endorsement of prominent persons and groups that have studied 
Bureau organization. As already indicated in this report, represen- 
tatives of the Citizens Committee for the Hoover Report have testified 
that the plan would be a long step forward in implementing basic 
recommendations of the Hoover Commission and that it should, 
therefore, be made effective without delay. 

Moreover, the groundwork for this plan has been laid in other 
studies of Government improvement and more particularly in the 
over-all concept of good government and better government manage- 
ment which the Hoover Commission, which the Committees on 
Government Operations, and which the Congress as a whole have 
continuously espoused. Our committee, through its approval of 
the Reorganization Act of 1949 and of Reorganization Plan No. 26, 
laid the groundwork for plan No. 

Some have argued that reorganization of the Bureau should be 
studied further by the tax committees of the Congress, such as the 
Ways and Means Committee, the Senate Finance Committee, and the 
Joint Committee on Internal Revenue Taxation. They neglect to 
mention, however, that to the extent these groups have been interested 
in he ping to build a more modern revenue system, the plan does draw 
from the studies of these committees. The reorganization plan 
was jliscussed before the Subcommittee on Administration of the 
Internal Revenue Laws of the House Ways and Means Committee, 
and following this discussion tlie subcommittee unanimously approved 
the plan. The letter from Chairman King of that subcommittee 
indicates how strongly those members of the Ways and Means Com- 
mittee feel as to the necessity and propriety of this plan. 

As previously stated, this plan was based in part on the Report of 
the Advisory Group to the Joint Committee on Internal Revenue 
Taxation. Accordingly, it represents the views of that group of experts 
specifically authorized by the joint committee to make recommenda- 
tions with respect to Bureau administration. 
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It is a curious note that some members of the Committee on Finance 
now protest that the Finance Committee should have further time to 
study reorganization of the Bureau of Internal Revenue. It seems to 
us that they do protest too much. The record shows that the Joint 
Committee on Internal Revenue Taxation took no action with respect 
to the report of its own Advisory Group on Administration of the 
Internal Revenue Bureau. The record also shows that representatives 
of the Treasury Department offered to discuss the reorganization 
plan before the Finance Committee and were not invited to appear 
before that committee for that purpose. 

A fair conclusion from this record is that the suggestion that further 
time is needed to study reorganization of the Revenue Bureau is 
merely a suggestion for delay in the adoption of a much needed reform. 
The Congress always has the right and the privilege to legislate further 
with respect to the organization of the revenue service, and continuous 
study and review of the internal revenue service is essential. These 
suggestions afford a basis for further action by the Congress, but not a 
basis for preventing Reorganization Plan No. 1 from going into effect 
now. 


Assurance of honesty and efficiency. 


The most important question about the reorganization plan is 
whether it will provide greater assurance of honesty and efficiency in 
tax administration. Those who oppose the plan argue that drawing 
top personnel from the civil service is no guarantee ‘that they will be 
honest. They believe that appointment of officers in charge of the 
most important functions of the Bureau of Internal Revenue cannot 
be left entirely to the civil service. It is their contention that the 
added check of Senate confirmation must be continued as a protection 
to maintain the integrity of the revenue service. 

A reply to this argument has been provided by Chairman Robert 
Ramspeck of the Civil Service Commission in his testimony before 
the House Committee on Expenditures in the Executive Departments 
on January 22, 1952. Speaking from his background as a Member of 
Congress for 16 years, he said: 

You appoint a collector of internal revenue from political sources. It is a pa- 
tronage job. His first allegiance is to the people who got him the job. 

A civil-service employee's allegiance is to all the people. Right there you have 
the fundamental difference between this proposal (Reorganization Plan No. 1) 
and the present plan, 

It is true that appointment from the civil service is no positive 
assurance that a man is necessarily honest. However, we do firmly 
believe that the plan deals effectiv ely with a vital phase of favoritism 
and corruption in tax administration. The selective process under 
the civil-service law will place in the key positions of the revenue 
service individuals who will not have their roots in local political 
situations. It is an oversimplification, and a convenient excuse for 
those who wish to maintain the patronage system, to say that the root 
of the matter lies in human nature and not in the system. This is an 
attitude which would defeat any effort to provide good government. 
The fact is that the building of proper civil-service fences around 
employees is necessary to curb favoritism and corruption. While it 
is impossible to legislate honesty, this plan provides the greatest 
opportunity to maintain the most honest system that it is humanly 
possible to provide—by eliminating political obligation as a qualifi- 
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cation for office and substituting in place thereof selection on the basis 
of merit. 

On the basis of the record, it is clear that the civil service does pro- 
duce men of integrity and high quality. The following excerpt from 
the February 7 speech of the Chairman of the Civil Service Commis- 
sion is pertinent: 

All together there are 64 collectors of internal revenue. Of these, 17 have 
civil-service status. It is both significant and gratifving that not one of these 17 
has ever been accused of misconduct. I cite that on no less an authority than that 
of Congressman King, whose committee has been investigating the Bureau. 

Of the remaining 47 collectors—those without civil-service status—6 have 
been separated. That’s better than one in eight, or nearly 13 percent. * * * 

(But) * * * of some 57,000 (civil service) employees, * * * the 
number accused of improper conduct connected with tax collections and embezzle- 
ment—a total of 74—is small indeed. Percentagewise, the figure is thirteen 
one-hundredths of 1 percent. 

Now this is not to say, or even to imply, that those who abuse the public trust 
should not be punished, and punished promptly, severely and publicly, as indeed 
they have been. Even one dishonest emplovee in the tax collectors’ offices—or 
anywhere else, for that matter—is too many. None should be tolerated. The 
foregoing is cited here as evidence of the merit system’s patent superiority over 
patronage politics. 

Fears about the difficulties of getting rid of dishonest or incompetent 
civil-service employees are also unfounded. While it is a fact that 
civil-sei vice employees have certain procedural rights, the record of 
the Bureau of Internal Revenue in suspending and discharging em- 
ployees guilty of irregular practices serves to answer this question. 
There can be no doubt that civil-service employees can be removed 
from the service quickly and easily whenever the head of the agency 
has cause for seeking the dismissal. This is demonstrated by the 
fact there were 23,978 dismissals for cause from the Federal service 
during 1951. With respect to patronage appointments, on the other 
hand, political leaders who have sponsored an official frequently bring 
pressure upon a Government agency to retain the official despite the 
existence of cause for his removal. 


B. QUESTIONS ANSWERED ABOUT PLAN NO. 1 


In addition to the arguments against Reorganization Plan No. 1 
discussed above, a number of questions have been raised about the 
operation and about the effects of the administration of the plan. 
The replies to those questions follow: 


(1) Under Reorganization Plan No. 1, what will happen to the present 
incumbents in the offices of collector of internal revenue? 

Answer: There has been considerable misunderstanding concerning 
this question. Here are the facts: 

The offices of the collectors will be abolished no later than De- 
cember 1, 1952. When these abolitions occur, the incumbents will be 
without jobs. The reorganization plan establishes certain new offices, 
appointments to which will be made by the Secretary of the Treasury 
under the classified civil service. Important among these new offices 
are the positions of district commissioner and deputy district com- 
missioner. It is the deputy district commissioner who will be most 
comparable to the present collector. 

The Treasury Department and the Civil Service Commission (the 
latter having final authority) are presently engaged in jointly estab- 
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lishing qualifications to be required of holders of these new posts. 
Under the normal Civil Service System there will be two methods of 
Cohniias whether candidates for these positions meet thése qualifi- 
cations. First, there may be an open competitive examination con- 
ducted by the Civil Service Commission, which anyone in the district 
may take. Second and alternatively, there may be a promotion of 
civil-service employees of the Bureau by a noncompetitive examina- 
tion. In either case, the standards to be met are identical. 

So far as the present collectors and acting collectors go, 17 of them 
have civil-service status as a result of previous career appointments. 
These will be eligible for appointment by noncompetitive examina- 
tion. If this examination reveals that they meet the standards, they 
may be appointed to some of the newly established offices. About a 
half dozen other collectors are beyond the civil-service retirement age 
and will thus be ineligible for any eivil-service job. The balance of 
the collectors, if they want to be considered for any of the new posi- 
tions, will have to take a competitive examination against all comers, 
finish among the first three, and then be the one chosen. 

On the basis of these established civil-service procedures there is no 
way of predicting accurately what will happen to any individual col- 
lector. We do have the assurance of the Secretary and the Chairman 
of the Civil Service Commission that there will be no “blanketing’’ of 
present collectors into new posts but each will have to take his chances 
under the regular procedures. 


(2) Will the Joint Committee on Internal Revenue Taxation retain its 
right to secure tar information directly from the Bureau of Internal 
Revenue? 

Answer: Yes. The question was raised whether the reorganiza- 
tion plan would jeopardize the present statutory power of the Joint 
Committee on Internal Revenue Taxation to secure directly from the 
Bureau of Internal Revenue information and data relating to taxa- 
tion. There are absolutely no grounds for any concern on this score, 
since the reorganization plan does not alter this power in any way. 
The authority of the joint committee to secure information and data 
directly from the Bureau is stated in section 5012 (a) and (b) of the 
Internal Revenue Code. Public Law 2, Kighty-second Congress, ex- 
pressly provides that no reorganization plan can change this authority. 
This law adds to section 5012 a new subsection (c) as follows: 

Subsections (a) and (b) shall be applied in accordance with their provisions 
without regard to Reorganization Plan No. 26 of 1950 or to any other reorganiza- 
tion plan becoming effective on, before, or after the date of the enactment of this 
subsection. 

In view of this specific enactment by the Congress there cannot be 
the slightest shadow of a doubt on this point. 


(3) Will costs of administrative operations be increased? 


Answer: The plan will permit substantial savings in operations 
through tighter supervisory control and through greater economy in 
housekee ‘ping activities. The workloads of the 21 offices of district 
commissioner will be such as to permit the use of more modern 
methods in processing of returns received by the internal revenue 
service. The offices of the district commissioners would generally be 
staffed with personnel from the present field offices and from the 
Bureau. Thus the plan of itself will not increase the budget or the 
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personnel of the Bureau. Savings resulting from economies under the 
plan will be used to augment the enforcement activities of the Bureau 
and to provide for the employment of more highly qualified personnel. 
(4) Will the plan result in delays in the processing of cases? 

Answer: No. Due to greater delegation of authority to field levels 
and to the strengthening of the informal conference procedures, delay 
in processing cases would be reduced since the number of steps neces- 
sary to the disposition of cases would be less than the number presently 
required. 


(5) Will the plan provide suitable controls to obtain uniformity of opera- 
tions? 

Answer: A greater responsibility and the pin-pointed authority 
resting on highly qualified career officials will give greater assurance 
of uniformity of operations and equal treatment of taxpayers. In 
addition, the establishment of a strong Inspection Service responsible 
to no one but the Commissioner will bring about much more rigid 
adherence to Bureau rules, procedures and policies, thus assuring 
uniformity of operations and equal treatment of taxpayers. 


(6) Will the power of the es ction Service to review settlement of cases 
on the merits cause slowdown in the settlement of cases and 
result in a flooding of cases in the Tax Court and district courts 
and impair the collection of taxes? 


Answer: No. The duty and power of the Inspection Service to 
review settlements of cases relates solely to cases where strong indi- 
cations of employee misconduct exist. Contrary to causing a slow- 
down in the settlement of cases, the reorganization plan should improve 
the settlement of cases since other features of the plan eliminate up- 
setting of settlements in the activities of the Inspection Service and 
should result in an elimination of unauthorized interference in the 
processing of cases and in more courteous treatment of taxpayers. 


(7) Will the plan decrease the taxpayers’ opportunity to settle without 
employing legal counsel and filing formal protests? 

Answer: The plan substitutes for the present formal conference in 
the office of internal revenue agent in charge an informal conference 
at the group chief level. This change should increase rather than 
decrease the taxpayers’ opportunity to settle without employing 
legal counsel. Experience shows that the present formal conference 
in the office of internal revenue agent in charge generally imvolves 
the retention of legal counsel by taxpayers. Changing this conference 
to an informal basis should reduce the necessity for employing legal 
counsel and be of aid to the small taxpayer. 


V. ADDITIONAL IMPROVEMENTS ALREADY UNpER Way IN TREASURY 
DpPpARTMENT 


Although the reorganization plan is indispensable, by itself it cannot 
be regarded as a panacea. By itself, it will not solve all the problems 
involved in protecting against favoritism and corruption in the 
administration of our tax laws. Many additional steps are necessary. 

It is indeed encouraging to note that a number of other steps have 
already been taken. If the plan goes into effect, other forward-looking 





22 REORGANIZATION PLAN NO. 1 OF 1952 


-steps (together with still additional improvements which would cer- 
tainly be developed under an alert aad ever-vigilant career service) 
can make a major contribution toward the improvement of our 
Government machinery. 


A. IMPROVED ANTIEVASION MEASURES 


1. Increased enforcement personnel 

The number of front-line enforcement employees who audit the re- 
turns and detect tax evasion has been drastically increased. This has 
been accomplished to a considerable extent by economizing on house- 
keeping activities and shifting money and men into enforcement work. 
2. Racket drive 

Another major antievasion undertaking is the racket drive. Special 
‘squads have been established to examine the returns of taxpayers in 
the so-called racketeer class. This drive has resulted in approximately 
$60 million of additional tax assessments and the reference to the 
Department of Jutice for criminal prosecution of 247 racketeers. 
Indictments have been returned against 148 defendants and 67 of them 
have already been convicted. 
3. Other steps 

Less spectacular, but equally effective in curbing tax avoidance have 
been other measures which have been adopted, such as a scientific 
sample audit program to detect errors in tax returns, improved tax 
forms making it more difficult to make errors on tax returns, audit 
-of a greater number of tax returns, and the recruitment of higher-grade 
and better-trained auditors. 


B. IMPROVED PROSECUTION PROCEDURES 


1. Speedier referral to Department of Justice 

On January 8, 1952, the Secretary of the Treasury announced a new 
procedure for handling criminal income tax cases which will eliminate 
all review and consultation in the Bureau in Washington prior to 
reference of the cases to the Department of Justice for prosecution. 
Under the new procedure these cases are being referred by attorneys 
in the field offices of the chief counsel’s office direct to the Depart- 
ment of Justice. This new procedure results in a substantial reduc- 
tion of the time lag between the completion of the investigation and 
the reference of the case to the Department of Justice for prosecution. 
Tax fraud prosecutions are of the utmost importance in the adminis- 
tration of the revenue system. Delay in bringing a tax evader to 
trial is detrimental to a vigorous enforcement program. The new 
procedure thus achieves a highly desirable aim in speeding up the 
prosecution of criminal tax cases. 


Abandonment of “voluntary disclosure”’ policy 


On January 10, 1952, the Secretary of the Treasury announced the 
abandonment of the so-called voluntary disclosure policy. Under 
this policy, adopted as early as 1919,.the Bureau of Internal Revenue 
did not recommend prosecution of a criminal tax evader who vol- 
untarily diselosed an intentional evasion before an investigation was 
begun. The theory behind the policy was that additional revenue 
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would be secured which otherwise might not be reached. However, 
the policy made possible the raising of collateral questions in ¢ riminal 
tax cases which seriously hampered their prosecution. Because of 
the difficulties which the policy raised, it was concluded by the Bureau 
and the Department that it should be abandoned. 


C. SPECIAL AUDITS OF INCOME TAX RETURNS OF BUREAU EMPLOYEES 


In order to provide the closest check on its employees, the Bureau 
has begun a special audit of the income tax returns for the past 3 
years of all front-line enforcement and supervisory personnel who 
contact the public. This special audit, which is more searching than 
the audit the Bureau is ordinarily able to give every small return, will 
be made annually henceforth. 


D. REGISTRATION OF OUTSIDE SOURCES OF INCOME OF BUREAU 
EMPLOYEES 


All supervisory employees and all other employees of the Revenue 
Service dealing with the public or handling Government funds— 
some 31,000 in all—have been required to execute and file with the 
Bureau a most searching questionnaire as to their income, expenses, 
and net worth. This will be a continuing program. These question- 
naires are being used by the Revenue Bureau, along with other meas- 
ures, as part of its program to detect and punish any wrongdoing by 
its employees. 

This action of the Bureau is in line with the recommendation for 
the registration of outside sources of income which was submitted to 
the Senate by various members of the Subcommittee on Ethics of the 
Senate Committee on Labor and Public Welfare. It is also in line 
with President Truman’s message to Congress on this subject. 


VI. AppDITIONAL Strers Towarp Goop GovERNMENT Negev To Be 
TAKEN 


We wish to maRe # perfectly clear that in our judgment the reorgan- 
ization plan, though indispensable, is not enough. We also wish to 
make it perfectly clear that the reorganization plan, plus the additional 
improvements already under way in the Treasury Department are 
still not enough. Much more remains to be done. (See appendix.) 

If the reorganization plan were to be rejected by the Senate, it is 
doubtful whether the additional steps could be taken. Disapproval 
of the reorganization plan would publicly proclaim that the United 
States Senate is not ready to buckle down to the job of changing the 
discredited systems in Government. It could seriously undermine 
every other effort toward raising ethical standards. 

On the other hand, if the plan goes into effect, it will not only give 
American taxpayers renewed confidence in the entire revenue collec- 
tion system but it would also give great aoe to other essential 
steps toward raising the level of integrity in the Government service. 
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VII. Conciusion 


Reorganization Plan No. 1 is the cornerstone of the current drive to 
eliminate corruption and inefficiency from Federal tax administration. 

Here is the current box score: Seventeen career collectors of internal 
revenue—no charges, no dismissals (0 percent); 47 politically ap- 
pointed collectors of internal revenue—7 fired for cause or resigned 
(13 percent); 57,000 civil-service employees—74 accused of improper 
conduct (0.13 percent). 

The basic governmental power is the power of taxation, without 
which every other function of government would be impossible. It is 
as important to our national security that we have a fair and equitable 
tax system, honestly and efficiently administered, as it is to provide 
our Armed Forces with adequate manpower and modern weapons. 

It is the province of Congress to determine the taxes that are needed 
and who shall pay them. Congress cannot itself collect the taxes, 
but neither can it escape responsibility for seeing that the tax laws are 
enforced without fear or favor. If the Secretary of the Treasury and 
the Commissioner of Internal Revenue are to be held accountable for 
the collection of Federal taxes, they are entitled to the cooperation of 
Congress in their efforts to establish an internal revenue service 
capable of meeting their assignment. 

Within the bounds of existing authority, a number of important 
improvements have already been made in the organization and pro- 
cedures of the Bureau of Internal Revenue. Further progress now 
depends upon Senate approval of this reorganization plan. The plan 
is in accordance with the principles of the Hoover Commission. 

In recent years the cry for greater economy and efficiency in Govern- 
ment has brought the suggestion that more businesslike methods of 
operation should be adopted. Certainly the board of directors of any 
great corporation would not select its tax attorney, tax accountant, 
treasurer on any other basis than technical competence and ce 
fessional ability. The opponents of the reorganization plan, however, 
argue that it is necessary to take into account the political considera- 
tions incident to Senate confirmation in the appointment of officials 
charged with similar responsibilities for the Government. 

It is fitting that the termination of the period of possible rejection 
by the Congress of this reorganization plan should coincide with the 
historic March 15 date for the filing of income-tax returns by most 
taxpayers. The 50 million American citizens who must file a tax 
return are watching whether the Members of the Senate will allow the 
prerogatives of confirmation of collectors of internal revenue to stand 
in the way of the fair and equal treatment under the tax laws to which 
all are entitled. 

As the President stated so well in his letter of March 7 to Vice 
President Barkley: 

These taxpayers will be greatly interested in seeing whether Senators are more 
interested in their political patronage than in good public service. They will be 
greatly interested in seeing whether some Senators are more interested in using 
corruption as a vehicle to attack the administration than they are in actually 
taking steps to assure clean government. 

This reorganization may not provide the ultimate in modern tax- 
collection methods, but it is a great step forward. If it is rejected, 





A ee eee a ne lan RR RR A 





wr es 


2 





REORGANIZATION PLAN NO. 1 OF 1952 25 


the public may believe that the shocking revelations among the 
collectors of internal revenue have made little impression upon the 
Senate. If it is allowed to become effective, the Secretary of the 
Treasury and the Commissioner of Internal Revenue will then have 
the authority they need to go ahead with their program for a blue- 
ribbon internal revenue career service. Congress will, of course, 
continue to have the power and duty to make needed changes in the 
administrative provisions of the Internal Revenue Code, and to main- 
tain constant supervision over tax collection and the settlement of 
disputes with taxpayers. 

The question is whether Congress, and specifically the Senate, will 
now fail to allow the Bureau of Internal Revenue to be reorganized in a 
manner adequate to provide insurance against a recurrence of wide- 
spread dishonesty, corruption, and inefficiency in Federal tax collection. 
Prompt action is needed—and Reorganization Plan No. 1 provides the 
answer. 

We agree with the views expressed by Representative Cecil R. King, 
chairman of the Subcommittee on Administration of the Internal 
Revenue Laws of the House Ways and Means Committee. After 
much work unearthing malpractices in the Bureau of Internal Revenue, 
he stated: 

* * * As vou know, our subcommittee has been engaged for a year in a 
study of the present workings of revenue agencies, among them the Bureau of 


Internal Revenue. I wish I could have come here to assure your committee and 
the American public that the Bureau of Internal Revenue has been functioning 
with that degree of efficiency and integrity which we may expect Unfortunately, 
this is not the case. I can sav to vou, however, that a new command in the 
Bureau is moving vigorous lv to correct the situation The President’s Reorgani- 


zation Plan No. 1 of 1952 is an integral part of the new command’s program. 
The investigation by the subeoinndiiban. whose chairman I am, has revealed 


serious improprieties and Many conditions which call for improvement oe 
these conditions which imperatively call for change are the methods of ‘lecting 
and appointing collectors of internal revenue * * * any reorganization of 


the Bureau of Internal Revenue ought to include as one of its principal features 
the removal of collectors and other officials from politicai appointment. * * * 
The miscellaneous background of experience which politically appointed collectors 
have brought to their tasks, for example, chiropractors, insurance salesmen, 
lawyers, ranch operators, newspaper publis! ers, and so forth, has generally proved 
to be of no particular advantage. * . 


Husperr H. Humpurey. 
A. S. Mike Monroney. 
Biatrr Moopy. 


Vill. Appenorx 
APPENDIX A 


In his transmittal message on January 4, 1952, President Truman 
stated: 


* %* * A comprehensive reorganization of that Bureau is necessary both to 
increase the efficiency of its operations and to provide better machinery for assuring 
honest and impartial administration of the internal-revenue laws. The reorgani- 
zation plan transmitted with this message is essential to accomplish the basic 
changes in the structure of the Bureau of Internal Revenue which are necessary 
for the kind of comprehensive reorganization that is now required. 

By bringing additional personnel in the Bureau of Internal Revenue under the 
merit system, Reorganization Plan No. 1 likewise removes what the Commission 
on Organization of the Executive Branch of the Government described as ‘‘one 
of the chief handicaps to effective organization of the Department * * *.,” 
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It is my determination to maintain the highest standards of integrity and 
efficiency in the Federal service. While those standards have been observed 
faithfully by all but a relatively few public servants, the betrayal of their trust 
by those few demands the strongest corrective action. 

The most vigorous efforts are being and will continue to be made to expose and 
punish every Poceenaaamh employee who misuses his official position. But we 
nmust do even more than this. We must correct every defect in organization that 
contributes to inefficient management and thus affords the opportunity for im- 
proper conduct. 

The thorough reorganization of the Bureau of Internal Revenue which I propose 
will be of great help in accomplishing all of these ends. It is an integral part of a 
program to prevent improper conduct in public service, to protect the Government 
from insidious influence peddlers and favor seekers, to expose and punish wrong- 
doers, and to improve the management and efficiency of the executive branch. 

I am confident that the Congress and the public are as deeply and earnestly 
concerned as I am that the public business be conducted entirely upon a basis of 
fairness, integrity, and efficiency. I therefore hope that the Congress will give 
speedy approval to Reorganization Plan No. 1, in order that we may move ahead 
rapidly in achieving the reorganization of the Bureau of Internal Revenue. * * * 

I cannot emphasize too strongly the importance which should be attached to the 
reorganization plan that I am now transmitting to the Congress. The fair and 
efficient administration of the Federal internal-revenue laws is of vital concern to 
every citizen. All of us have a right to insist that the Bureau of Internal Revenue 
be provided with the finest organization that can be devised. All of us are en- 
titled to have that organization manned by personnel who get their jobs and keep 
them solely because of their own integrity and competence. This reorganization 
plan will be a major step in achieving those objectives. 


On March 4, he again urged congressional approval of plan No. 1. 
He stated in a letter to the chairman of the Senate Committee on 
Expenditures in the Executive Departments on March 4: 


Approval of plan No. 1 is the most important step we can take to give our tax- 
collecting agency an organization and a management that will assure the highest 
integrity and efficiency. I earnestly hope your committee will take favorable 
action on the plan and that it will be approved by the Senate. The millions of 
Americans who are now preparing their tax returns are entitled to this progressive 
step. 


The most forthright statement of the President’s views about the 
need for eliminating patronage politics in the administration of the tax 
laws is contained in his letter of March 7 to Vice President Alben W. 
Barkley: 

Marcu 7, 1952. 

My Dear Mr. Presipent: I am writing to urge favorable Senate action om 
Reorganization Plan No. 1 of 1952 relating to the Bureau of Internal Revenue. 
The plan already has been overwhelmingly approved by the House of Repre- 
sentatives. It will become law on March 14 unless disapproved by the Senate 
by that date. 

Reorganization Plan No. 1 provides the basis for a thorough reorganization 
of the Bureau of Internal Revenue. Its essential feature is abolition of the 
offices of the 64 collectors of internal revenue and other statutory offices requiring 
Presidential appointment and Senate confirmation. Under the plan, all positions 
below the Commissioner of Internal Revenue are filled through the civil-service 
merit system. 

This reorganization plan is an essential part of a program to assure honesty, 
integrity, and efficiency in Government. Unfortunately, those who find it to 
their advantage to preserve the present system, or to play politics with the 
integrity of the public service, have raised specious arguments against the plan 
that obscure the real issue. 

The plain fact is that the plan must stand or fall on one issue—whether we 
want to take the necessary steps to assure efficient, honest, and impartial adminis- 
tration of the internal-revenue laws. 

It has been called to my attention that a bill was offered to the Senate last week 
as a so-called substitute for my reorganization plan. Its language is almost the 
same as the language of plan No. 1—with two differences. One difference 
purports to safeguard existing rights and remedies of taxpayers. Legal officers 
of the Department of Justice and the Treasury Department have assured me this 
provision is not necessary, since all existing rights and remedies of the taxpayers 
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are preserved. The second difference is the fundamental one. It would require 
Senate confirmation of appointment to 99 revenue offices—more political appoint- 
ments than at present—while my plan would place all these positions uncer civil 
service. Since that is the only real difference, it is clear that those who support 
the substitute bill also support all of my reorganization plan except the part which 
eliminates political patronage in the Bureau of Internal Revenue. This presents 
squarely the one vital question— is the business of tax collection to be taken out 
of politics? 

Those who have studied this question say that the answer is clear—that internal 
revenue officers must be divorced from political obligations and influences. The 
Hoover Commission on Reorganization of the Executive Branch of the Govern- 
ment has taken that position. In its report on the Treasury Department, the 
Commission said the political appointment of collectors of internal revenue and 
certain other officials is one of the chief handicaps to effective organization of the 
Department. The Commission said these appointments are regarded by some 
as sinecures and that, in any event, they form a bar to orderly development of an 
experienced staff. Mr. Robert Ramspeck, the Chairman of the Civil Service 
Commission, in answering the question, has said that a civil-service employee’s 
allegiance is to all the people, while a collector of internal revenue must give first 
allegiance to the people who got him his political job. Because of the political 
patronage system, Mr. Ramspeck says, collectors believe it is more important for 
them to play politics than to be efficient tax collectors. 

Civil-service status is certainly not an absolute guaranty of honesty and 
integrity. But the record shows a far smaller proportion of misconduct among 
employees with civil-service status than among those selected on a patronage 
basis. In the past year it has been necessary to separate from the service 7 out 
of the 47 internal revenue collectors not having civii-service status. That is 
one out of seven—nearly 15 percent. In the case of civil-service employees, 
on the other hand, the number accused of improper conduct connected with tax 
collections is only a small fraction of 1 percent. 

I have been interested to note that 26 Senators have sponsored bills to require 
civil-service appointment of collectors of internal revenue. Those bills are 8. 
2412 and S$. 2484, both introduced this year. It is also interesting to note that 
7 of these 26 Senators are members and constitute a majority of the committe: 
which voted against my reorganization plan. It seems obvious that a vote 
against Reorganization Plan No. 1 is meonsistent with the sponsorship of 
these bills. 

Approval of plan No. 1 will be a major step toward good organization and better 
management in the Government. Disapproval of the plan, on the other hand, 
would be a step in the epposite direction involving serious consequences. Disap- 
proval of the plan would be a blow to our efforts to assure efficiency and prevent 
improper conduct in Government. Its disapproval would mean continuance of 
a revenue system which is not adapted to present-day requirements for sound 
and efficient administration. Disapproval of the plan would be a defeat for 
civil-service reform—and a victory for proponents of a political patronage system. 
We must not let these things happen. 

The action of the Senate on plan No. 1 will have a significance far beyond 
administrative improvement in the Bureau of Internal Revenue. Our citizens 
are entitled to a tax-collecting agency of thorough efficiency and unquestioned 
integrity. They are entitled to a revenue service with an organization and man- 
agement which justifies their complete confidence. Plan No. 1 provides a con- 
crete test of our willingness and ability to take positive action to promote such a 
service. 

Millions of American taxpayers will be watching the Senate action on the 
reorganization plan. They have been hearing a lot lately about corruption in 
government, and they are concerned about what is being done to strengthen the 
Federal service against it. These taxpayers will be greatly interested in seeing 
whether Senators are more interested.in their political patronage than in good 
public service. ‘They will be greatly interested in seeing whether some Senators 
are more interested in using corruption as a vehicle to attack the administration 
than they are in actually taking steps to assure clean government. 

I would hate to think that the Senate will consider this matter on a partisan 
basis. However, I have noticed that five of the six Republican Senators on the 
committee voted against this reorganization plan to provide increased efficiency 
and integrity in the Bureau of Internal Revenue. Those five Senators—like 
many of their Republican colleagues—have made a great cry about cleaning up any 
graft and corruption in government. I think it is fair to ask whether they 
really want to do something to assure clean, efficient government or whether all 
their talk is pure polities. 
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The vote on Reorganization Plan No. 1 will show who it is that is just talking 
about corruption and who it is that really wants to do something about it. 
I hope the Senate—Republicans as well as Democrats—will keep faith with our 
taxpayers by voting for this important reorganization plan. 

Sincerely yours, 
Harry 8. TruMaAn, 
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APPENDIX C 


TAXPAYER’S RIGHT TO TRIAL BY JURY IN SUITS FOR REFUND 


One of the most important questions raised in connection with the 
Reorganization Plan No. 1 is whether taxpayers will continue to have 
the right of jury trial in suits for refund which they now have in suits 
against collectors of internal revenue. This question was answered 
directly by the Commissioner of Internal Revenue in testimony before 
this committee. Because of the importance of this question, we quote 
the entire verbatim record. 


Mr. Dunuap. Another question which has been raised is whether the right of 
taxpayers to obtain a jury trial in a suit against the collector will be preserved. 
This is another subject which was very carefully studied before the reorganization 
plan was presented to the Congress. 

In passing, you may be interested in knowing that suits against collectors 
involving jury trial are not the normal or usual method by which taxpayers seek 
to obtain a court determination of tax liability. The usual route in income-tax 
cases is through appeal to the Tax Court—which is an avenue open even before 
payment of tax. 

Where the taxpayer chooses not to go to the Tax Court, a suit against the 
United States in the district court or the Court of Claims is the usual procedure. 
Only rarely is a suit against a collector with jury trial resorted to. As a matter of 
fact, in the last 2 fiscal years there were not more than 22 of such cases per 
year. However, it is recognized that this is a valuable right, and there is every 
intention under the reorganization plan to preserve that right. 

Mr. Chairman, I would like at this time to make a part of the record and read 
to your committee the letter on this subject addressed to you by the Secretary of 
the Treasury. 

Is that permissible, Mr. Chairman? 

The CHAIRMAN. Yes, indeed. You may read it. 

But may I ask at this point, so that I will not interrupt you in the middle of the 
reading of your testimony, Do you have anything from the Attorney General as 
to the legal aspects of this matter? 

Mr. DunuapP. We do, sir. 

The CuarrMman. All right, you may proceed. 

Mr. Duntap. The letter reads,as follows: 

FEBRUARY 29, 1952. 
Hon. Jonn L. McCLecian, 
Chairman, Commitlee on Expenditures in the Executive Departments, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHatrMan: During consideration by your committee of Reor 
ganization Plan No. 1 of 1952, providing for reorganization of the Bureau of 
Internal Revenue, some concern has been shown over the effeet of the plan upon 
suits for refund of internal revenue taxes and upon the presently existing right 
to a jury teial in suits against the collector. I am aware of the concern in this 
connection which you expressed during the testimony of the Director of the 
Bureau of the Budget on Reorganization Plan No. 1, and which has been indicated 
in inquiries to the Department by members of your staff. In his testimony on 
February 25, 1952, Senator George said that abolition of the statutory office of 
collector raises a very serious question whether the right will survive. At its 
recent meeting in Chicago the Section on Taxation of the American Bar Associa- 
tion also indicated concern in this regard. . 

In view of these expressions of concern, I am taking this opportunity of assur ine 
your committee that the reorganization plan will not deprive the taxpayer of the 
right of suit with a jury trial that he now has against the collector. Iam enclosing 
a copy of a memorandum prepared by the Department’s General Counsel discuss- 
ing the matter in detail. 

I understane that three specific situations have been mentioned by those 
who have indicated concern: (1) the effect of the reorganization plan on suits for 
refunds already begun against collectors; (2) the effect on the right to sue a 
collector to whom taxes have been paid but against whom a suit has not been 
begun; and (3) the effect on the right to this type of suit where taxes are 
paid after collectors’ offices are abolished. While the memorandum does not 
separate these various situations, each of them is fully covered in the assurances 
that the reorganization plan will not deprive the taxpayer of existing rights. 
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With respect to the first two situations, the memorandum points out that since a 
suit against a collector is a personal action for money had and received, it can be 
brought or continued against a collector to whom the money was paid, even 
though he is out of office or his office is abolished, and it can be brought or con- 
tinued against his estate if he has died. With respect to the third situation the 
memorandum points out that suit could be brought against the deputy district 
commissioner, just as it is brought against the collector at the present time. 

We have reviewed the memorandum submitted by Senator George in connec- 
tioa with his testimony on Iebruary 26, 1952, and find nothing in it which casts 
any doubt on the conclusion that the present rights will survive. 

It should be noted particulariy that the General Counsel’s memorandum 
recognizes the many procedural involvements and difficulties that now char- 
acterize suits against collectors with jury trial, and reeommends that the Congress 
give consideration to a more direct and satisfactory form of action by way of 
enlarging the right of suit against the United States, with provision for jury trial 
in such case. 

Reorganization Plan No. 1 is necessarily limited to organizational features of 
the Bureau of Internal Revenue, because the President’s authority under the 
basic Reorganization Act of 1949 is so limited. Therefore, the reorganization 
plan does not offer the legislative medium for curing the problems which already 
exist, independently of Reorganization Plan No. 1, in relation to suits for refund 
of taxes. The existing rights of taxpayers in that respect can be improved only 
by separate legislation outside of the reorganization plan. The approval of the 
reorganization plan would in no wise impede the Congress in taking separate 
legislative action to enlarge existing rights of taxpayers in suits for refund of 
taxes. I endorse the suggestion in the enclosed memorandum that the Congress 
consider legislation to enlarge these rights. 

I trust that these assurances will allay any fears that anv members of your 
committee may have entertained in connection with the survival of the right of 
suit with a jury trial. 

Sincerely, 
Joun W. SNYDER, 
Secretary of the Treasury. 


I should also like to make a part of the record the memorandum of the General 
Counsel of the Treasury Department referred to in the Secretary's letter. I have 
placed this memorandum at the end of my statement as an attachment. 

May that be included in the record, Mr. Chairman? 

The CuHarrMaANn. Yes. That may be printed in the record. 

Mr. Duntap. Thank you. ° 

The CHarrMan. As I say, it may be copied in the record. 

(The memorandum was inserted in the record.) 

The CuarkMAN. You may proceed. 

Mr. Dun ap. In order to provide the greatest assurance to this committee and 
to all citizens that the present right to jury trial in tax refund suits will be pre- 
served under this plan, the. Secretary also requested the legal opinion of the 
Attorney General of the United States. It is important to note in this connection 
that the Attorney General has charge of the defense of all such suits; and accord- 
ingly the opinion of his Department is conclusive as to whether any technical 
objection would be raised against jury trial in a suit against a deputy district 
commissioner. The conclusions of the Attorney General’s office on this matter 
have been expressed in a letter to the Seeretary of the Treasury, dated February 
28, 1952. 

This letter makes it absolutely clear that the present right of taxpayers to jury 
trial in suits for refund will continue under the reorganization plan. The letter 
reads as follows: 

FEBRUARY 28, 1952. 
The honorable the Secrerary or THE TREASURY, 
Washington, D. C. 

My Dear Mr. Secretary: You have called my attention to the memorandum 
prepared for you-by Thomas J. Lynch, your General Counsel, dated February 15, 
1952, in regard to the effect of Reorganization Plan No. 1 of 1952, upon the right 
of a taxpayer to a jury trial in a tax refund suit. Mr. Lynch concluded that the 
existing suit against collectors will survive as a suit against the deputy district 
commissioners (upon whom the duties formerly performed by collectors will be 
devolved under the plan) and that the existing right of trial by jury will not be 
disturbed in any manner. 
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You have likewise called my attention to the legal memorandum which was 
affixed as an appendix to the statement made by Senator Walter F. George on 
February 26, 1952. The writer of that memorandum expresses serious doubt as 
to whether the right of action against collectors can survive the adoption of the 
plan, 

You have asked for comments by the Department on these memoranda, It is 
believed that consideration of the premises of the second one wiil lead to a decision 
as to which is the sounder conclusion, 

The experience of the Department indicates that the author of the appendix 
memorandum has placed too much weight upon Moore Ice Cream Co. v. Rose (289 
U.S. 373), and, furthermore that, although he cites, he evidently did not under- 
stand the background of United States v. Kales (314 U.S. 186). That background 
was this, namely, that this Department, using in general the line of argument 
and the cases which the writer of Senator George’s memorandum used, argued 
that, beginning with the act of February 26, 1845 (5 Stat. 727), the suit against 
the collector was converted into a statutory remedy; also, that subsequent enact- 
ments removed from it all significant resemblance to a common law suit and 
established it beyond question as a statutory remedy. 

That argument, which failed in 1940, is unavailable‘in 1952, for the Supreme 
Court, first in United States v. Kales (314 U. 8S. 186) and, shortly after, in United 
States v. Nunnally Investment Co. (316 U.S. 258), definitely refused to follow the 
implications of Moore Ice Cream Co. v. Rose, supra. In the Kales case, the Court 
held that the right of action, which had been continued down through the years, 
was identical with that which had existed before Congress enacted the statutes 
on which the Government was then relying as showing that the nature of the 
action had changed; it expressly followed Sage v. United States (250 U. 8. 33), 
and Smietanka v. Indiana Steel Co. (257 U. S. 1). And in the Nunnally case, 
after quoting from Kales, the Court stated that an imposing series of cases has 
fortified the original authority of the doctrine of the Sage case. 

Thus, the two most recent decisions of the Supreme Court on the point have 
destroyed, as a premise for any conclusion, the argument that the common law 
basis for the action against the collector has been expressly removed by legisla- 
tion. And since the right to maintain such a common-law suit does not arise by 
statute, no discernible reason remains for doubt as to the survival of the principle 
if the office of collector is abolished and duties that officer performed are otherwise 
devolved. 

The criticism of the reliance by your Department on Philadelphia v. The 
‘Collector (5 Wall. 720) seems improper, in view of the decisions both before and 
since that case was decided. The Court approved the action of assumpsit for 
money had and received as an appropriate and effectual remedy. It did not 
recognize the action against the collector in assumpsit as in any way dependent 
upon any specific statutory provisions. The real significance of that decision 
appears to lie in its demonstration of the adaptability of our judicial system. 
The earlier cases (Elliott v. Swartwout (10 Pet. 137), Cary v. Curtis (3 How. 236), 
Curtis v. Fiedler (2 Black 461), and others), applying the law of agency, worked 
out a remedy for erroneously collected import duties. After the office of the 
Collector of Internal Revenue was established during the Civil War, the remedy 
devised in reference to customs was found broad enough to afford redress in the 
courts to those who had overpaid internal revenue taxes. 

Philadelphia v. The Collector, supra, represents an extension of a logical remedial 
device broader than the presently proposed change would require. The vitality 
of the device over the years is attested by such decisions as Patton v. Brady (184 
U. S. 608, holding that the action will survive against the collector’s personal 
representative) ; Smietanka v. Indiana Steel Co., supra; Union Trust Co. v. Wardell 
(258 U. S. 537); and Lowe Bros. Co. v. United States (304 U. 8. 302). 

The usefulness, the fitness, and the vitality of this common law remedy indicate 
to this office that courts will have no difficulty in applying the doctrine, fixing 
responsibility for overcollection upon the collecting agent, to the public officials 
who may hereafter succeed to the duty of collecting the revenues. 

With kind personal regards, 

Sincerely vours, 
JosepH C. DUGGAN, 
Assistant Attorney General, 
Executive Adjudications Division 
(For the Attorney General). 

In view of these assurances from the chief legal officer of the Government, I 
submit that there need be no fear that suits against collectors, as a form of suit, 
will either be abolished or fundamentally changed under the reorganization plan. 
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APPENDIX D 


SENATORS 


Many Members of the Senate have demonstrated their support for 
the idea of removing collectors of internal revenue from the require- 
ment of Presidential appointment and Senate confirmation. Two 
measures, 5S. 2412 and 2484, have been introduced in this session of 
the Congress providing amendments to the Internal Revenue Code 
to achieve this end. These two bills have been sponsored by a total 
of 26 Members of the Senate. 

S. 2412, to require that collectors of internal revenue be appointed 
in accordance with the civil-service laws, is sponsored by Senators 
Kefauver, Tobey, Humphrey, Ferguson, Nixon, Schoeppel, Thye, 
Morse, Gillette, Lehman, Mrs. Smith of Maine, Sparkman, Flanders, 
Aiken, Pastore, Anderson, Murray, Hendrickson, Clements, Benton, 
Hill, Case, and Underwood. 

5. 2484, to improve the efficiency of the United States civil service; 
to deny benefits, under the civil service and other retirement systems, 
to persons convicted of certain felonies; and for other purposes, is 
sponsored by Senators Monroney, Moody, Sparkman, and Smathers. 

Among the 26 Senators who have given their support to these 
proposals, 15 are Democrats and 11 are Republicans. 


THE HOUSE OF REPRESENTATIVES 


The House of Representatives has already demonstrated its ap- 
proval of Reorganization Plan No. 1. The day following transmittal 
of the plan to the Congress, a resolution of disapproval was introduced 
in order to get speedy consideration. The House Committee on 
Expenditures in the Executive Departments held hearings on January 
18, 21, 22, and 23, and reported unanimously in favor of the plan. 
On January 30, the plan was debated in the House of Representatives 
and was approved by an overwhelming voice vote. 


APPENDIX E 
CHAIRMAN OF THE UNITED STATES CIVIL SERVICE COMMISSION 


The Honorable Robert Ramspeck, Chairman of the United States 
Civil Service Commission, who has distinguished himself in the fight 
for good government, put the Commission on record in support of the 
Reorganization Plan No. 1 in his statement before our committee: 


The Civil Service Commission is completely in accord with those features of the 
plan which bring certain key positions in the Bureau of Internal Revenue within 
the competitive civil-service system. | We believe that the proposed extension of 
the merit principle will greatly strengthen personnel management within the 
Bureau. 

As a Member of the House of Representatives, I once had the privilege of help- 
ing to extend the civil-service system to many of the higher administrative posts 
in the Federal service that were not of a policy-determining nature. Independent 
appraisal of that action of the Congress has indicated that it was a good move. 
I think’ the proposed reorganization plan for Internal Revenue will have a similar 
effect for insuring the selection and retention of honest and capable officials for 
these important jobs. 
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APPENDIX F 
CITIZEN LEADERSHIP SUPPORT FOR REORGANIZATION PLAN NO. 1 


Measures for good government deserve the support of all citizens. 
Reorganization Plan No. 1 is a measure for good government. There- 
fore, there is no wonder that the list of supporters of plan No. 1 is 
long and impressive. The plan has impressive editorial support sons 
leading newspapers all over the country. Rather than quote from 
them here, it is our plan to introduce those editorials in the Record 
at the time of She floor debate. 

Included in the roster too are the many American citizens sup- 
porting the recommendations of the Hoover Commission. It is our 
belief that these names deserve the widest publicity. We proudly 
join these citizens who actively speak up when issues of good govern- 
ment are being decided. In addition to those mentioned in the 
report, the Special Committee on Federal Personnel Policy of the 
Citizens Committee for the Hoover Report, a group of 22 nationally 
known personnel leaders have endorsed the reorganization plan with 
these words: 


This plan would strike a heavy blow against political patronage and for clean 
goverhment. We urge adoption of Reorganization Plan No. 1. 


Members of this special committee are: 


James P. Mitchell (chairman), vice president, Bloomingdale Bros., Inc., New 
York City 

H. W. Botruff, personnel and labor relations director, Sealed Power Corp., 
Muskezon, Mich. 

Samuel L. H. Burk, director of industrial relations, Pittsburgh Plate Glass Co., 
Pittsburgh, Pa. 

H. R. Catherwood, budget and personnel director, City and County of Denver, 
Denver, Colo. 

Burr Dailey, New York City 

Ernest de la Ossa, director of personnel, National Broadcasting Co., Ine., New 
York City 

Matthew L. Devine, Cresap, MeCormick & Paget, Chicago, Ill. 

Howard M. Dirks, vice president, Carrier Corp., Syracuse, N. Y. 

Earl G. Harrison, Schnader, Harrison, Segal & Lewis, Philadelphia, Pa. 

Mrs. Elinore M. Herrick, personnel director, New York Herald Tribune, New York 
City 

Milton E. Kahn, chairman, Oregon’s Citizens Committee for the Hoover Report, 
Portland, Oreg. 

Dr. Gladys M. Kammerer, department of political science, University of Ken- 
tucky, Lexington, Ky. 

Richard V. Mulligan, director of personnel, Johnson & Johnson, New Brunswick, 
N. J. 

Samuel H. Ordway, Jr., vice president, the Conservation Foundation, New York 
City 

Col. E. W. Palmer, president, Kingsport Press, Inc., Kingsport, Tenn. 

Lt. Gen. Willard 8. Paul, retired, Oklawaha, Fla. 

Dr. John A. Perkins, president, University of Delaware, Newark, Del. 

P. B. Rauschelbach, personnel director, American Cyanamid Co., New York City. 

Clark C. Sorensen, industrial relations manager, Harris-Seybold Co., Cleveland, 
Ohio. 

Dr. Kenneth O. Warner, director, Civil Service Assembly of the United States and 
Canada, Chicago, Ill. 

James R. Watson, executive director, National Civil Service League, New York 
City. 

Ivan L. Willis, vice president, industrial relations, International Harvester Co., 
Chicago, Ill. 

H. J. Wunderlich, dean of students, Montana State University, Missoula, Mont. 
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THE NATIONAL CIVIL SERVICE LEAGUE 


The National Civil Service League is also on record as supporting 
Reorganization Plan No. 1. The executive director of the league, Mr. 
James R. Watson, has told our committee: 


The facts prove beyond any question that the political appointing process for 
internal revenue officials has led to the present situation of corruption, inefficiency, 
and confusion. We, therefore, believe that a full civil-service career system for 
the Bureau is esse-tial, if proper efficiency, honesty, and publie confidence is to be 
developed and maintained. .* * * 

Defeat of this plan, by stopping the momentum of the presgnt reform drive, 
would set the advancement of the merit system back many vears. On behalf 
of the public, the league points out that ever-increasing taxation and the ever- 
increasing scandals have created a national demand for civil-service reforms in 
the Bureau of Internal Revenue immediately. The public conscience demands 
that Congress act, and those who oppose this plan must assume responsibility 
directly to the voters for the danger of future corruption and continued 
inefficiency. 





APPENDIX G 
CHAIRMAN OF THE DEMOCRATIC NATIONAL COMMITTEE 


It is reassuring to us that the chairman of the Democratic Natibnal 
Committee, Mr. Frank E. McKinney, has, from the time he assumed 
his present post, given strong support to the proposal that the collec- 
tors of internal revenue be placed under civil service in spite of the 
loss of political patronage which it means for his political party. On 
March 5 he reiterated his stand in the following statement: 


The reorganization plan for the Bureau of Internal Revenue which President 
Truman has submitted to Congress would contribute to increased efficiency in this 
important agency and would help to maintain confidence in the honesty and fair- 
ness of its operations. 

The plan embodies the proposal which I made to the President immediately 
after I became chairman of the Democratic National Committee that the collec- 
tors of internal revenue be placed under civil service. 

Some Democratic members of the Senate have differed with my views on this 
subject, and I respect the sincerity of their arguments against it. I hope that the 
Democratic Members of the Senate, insofar as it is consistent with their con- 
victions, will resolve any doubts in favor of a strong party position in support of 
the reorganization plan. 

I am convinced that the public overwhelmingly favors this proposed action. 





APPENDIX H 
A POSITIVE PROGRAM FOR GOOD GOVERNMENT 


Because it is so important for the Members of the Senate to focus: 
their attention upon the additional steps toward good government 
that need to be taken, we believe it pertinent briefly to stress three 
major lines of action: 

A. Expose wrongdoing without fear or favor 

The first principle is that wrongdoing must be exposed without fear 
or favor whenever it occurs and wherever it occurs. 

The new Special Assistant Attorney General, Newbold Morris, is 
undertaking an important investigation. It is to be hoped that he will 
follow this principle unflinchingly. 
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Many committees of Congress are also undertaking important 
investigations. Here, too, it is essential that they direct their efforts 
toward wrongdoing in all branches of the Government and let no 
consideration of congressional courtesy, party loyalty, or personal 
relationships interfere with the relentless exposure of whatever activi- 
ties fail to conform with common standards of honesty. 


B. Expose the favor-seekers as well as the favor-givers, the bribers, as 
well as the bribed 

To obtain perspective on the problem of favoritism and corruption, 
we must always remember that there are almost always two sides to 
the picture. For every favor, there is a favor seeker. For every 
person who has been bribed, there is a briber. Let us expose the 
bribers, the corrupters, the fixers, and all others who attempt to. 
seduce public officials from the performance of their duties. 

In this connection, every Member of the Senate should keep in 
mind the following observation on this subject made on page 128 of 
the February 1952 issue of Fortune magazine: 

There is excellent evidence that the demand for venality in government, and 
for improper influence short of venality exceed the supply. Shocking numbers 
of American businessmen are quite prepared to bribe their way through Wash- 
ington. Shocking numbers of them persist in believing, even when advised to 
the contrary, that decisions in their favor can be obtained only bv the purchase 
and exercise of improper influence. That proportion of public officials who are 
open to bribes and to improper influence short of bribery is far lower than these. 
businessmen tend to believe. 

In the case of the Bureau of Internal Revenue in particular it seems 
essential that in every case where a Bureau employee has yielded to 
outside influences, the Congress of the United States insist that the. 
full nature of these outside influences be brought before the public eye 


C. Congressional action instead of delay on important legislative proposals 

Reorganization Plan No. 1 is the No. 1 step we can take at this. 
moment to deal with the problem of favoritism and corruption. 

But there are many other measures that also call for Government 
action. 

(1) Disclosure of certain financial facts.—On October 17, 1951, mem- 
bers of the Subcommittee on Ethics in Government of the Senate 
Committee on Labor and Public Welfare recommended the disclosure 
of income, assets, and transactions in the commodity markets for all 
Members of Congr ess, high administrative officials and the principal 
officials of national politic al parties. A similar proposal had earlier 
been submitted to the Congress in a spec ial Preside ntial message. 

Without attempting to discuss the pro’s and con’s of this measure, 
we should like to point out that no hearings have yet been held upon 
it and no committee report has yet been submitted. We believe that 
there should be legislative consideration of this proposal. 

The Ethics Sube ommittee also proposed that anyone spending more 
than $10,000 a year in connection with representation befor re exec utive 
agencies ‘be required to file expenditure details with the agency in- 
volved. This proposal also should be actively studied. 

(2) Election financing.—Campaign contributions have often been 
used as a method of seeking special consideration from Members of 
Congress and executive officials. Yet there seems to be a consensus 
that the corrupt practices acts which regulate election financing are 
inadequate and ineffective. 
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The Ethics Subcommittee concluded that ‘“‘some form of public 
support * * * would be less expensive than the indirect costs 
of allowing candidates and parties to be solely dependent upon the 
support of well-heeled special interests” (p. 63). This proposal 
calls for serious attention not only by the Senate Committee on Rules 
and Administration but also by every Member of the Senate. 

(3) More effective antibribery laws.—The Ethics Subcommittee also 
concluded that the laws governing conflicts of interest and bribery 
should be amended to correct inconsistencies, close loopholes, and 
extend their coverage. 

The subcommittee therefore included in its report the text of a bill 
to amend the Criminal Code to assure that bribers would be treated 
as harshly as the bribed. Just as the latter are subject to disqualifica- 
tion from henceforth holding any office, honor, or trust under the 
United States, the bribers under this proposal would henceforth be 
prohibited from participating in any substantial business activity 
with the Federal Government. The bill would also broaden the defi- 
nition of “bribe” to include “other considerations” just as useful to 
bribers as hard cash. Another provision would cover public officials 
who “receive things of substantial value not for doing things which 
come within their official capacity, but for using their influence with 
other persons in the Government.” 

Legislation along these lines, of course, could not deal with all 
situations. As stated in the old English quatrain: 

The law locks up both man and woman 
Who steal the goose from off the common, 


But lets the greater felon loose 
Who steals the common from the goose. 


Yet one would indeed have to be overcynical to deny the value of 
strengthening the antibribery laws. Whatever can be done along 
these lines is desirable—particularly if accompanied with measures to 
extend and strengthen the civil-service system and to deal with the 
problems of outside financial relationships and election financing. 

Here, too, we need an acceleration of legislative action. 

Here, too, further legislative delay would make it still more difficult 
fully to come to grips with the problem of favoritism and corruption, 

It is to be hoped that the rejection of the disapproval resolution 
will give the signal for a vigorous and broad-gaged campaign to raise 
the level of ethical standards in government. 


O 





